Finance Committee
Handbook

Association of Town Finance Committees

Editor
Allan Tosti

REVISED
NOVEMBER 2008



Association of Town Finance Committees
One Winthrop Square
Boston, MA 02110
(617) 426-7272
(800) 882-1498
Fax: (617) 695-1314

Copyright 2008

Original Editors
Donald Levitan
Catherine Bromberg

Original Editorial Board Members:
Marilyn Browne, Chairperson, Allan Tosti, Edward Dlott, Paul Lapointe,
John McAuliffe, Leonard Kopelman, Nelson Valverde



ATFC Mission Statement

Town Meeting is a centuries-old practice, but yet a modern forum for local government legislation in New
England. A local Finance Committee, by tradition and statute, is a select group of citizens that advise
each Town Meeting on the probity, practicality and value of any of the matters before the Meeting. The
Association of Town Finance Committees is a statewide Massachusetts organization dedicated to enhanc-
ing the role of finance committees in local government through professional standards, education pro-
grams and inter-Town networking.

The ATFC maintains and publishes The Finance Committee Handbook, organizes at least two annual edu-
cational and professional meetings for finance committee members, and provides through its affiliation
with the Massachusetts Municipal Association an avenue for member towns and their committee mem-
bers to influence state government policy that affect local cities and towns. The ATFC Board is the elected
body chartered with implementing the mission of the ATFC for the membership, in association with
MMA staff. An Advisory Committee is appointed by the Board from among the membership, and advis-
es the Board on the interests and needs of the broader ATFC membership.

Forward

The Association of Town Finance Committees (ATFC) is pleased to present the updated Finance
Committee Handbook. This handbook is written for both new and veteran finance and capital planning
committee members.

This handbook is a compilation of efforts of a fine group of volunteers like yourself. Experts in municipal
law and finance including, accountants, auditors, treasurers, finance directors, administrators, attorneys,
educators, bankers, state officials and finance committee members have freely given of their time, knowl-
edge and experience to write this updated reference book. It is our hope that this handbook will help you
as you assist your towns. We very much want to hear your comments and suggestions for the future.

Respecttully,

Update Editorial Board

Jennifer Gonzalez, John Warren

Handbook Coordinator

Denise Baker, MMA Senior Member Services Coordinator



THE ROLE OF THE FINANCE COMMITTEE

The ATEC. has received many calls involving the
duties and power of the finance committee. These
have usually been instigated by clashes with the
board of selectmen or town administrator, who are
often getting more assertive in claiming a role, or
even asserting sole responsibility, in presenting the
budget to town meeting. This preface will dupli-
cate parts of the following chapters, but I feel it
important to bring together key elements of this
issue.

This preface will summarize this “discussion” into
the broader framework of the division of powers
within local government. I see this division of
powers as comparable to that at the state and fed-
eral government. The board of selectmen and
town manager/administrator / executive secretary
are part of the executive branch of government. It
is their job to collect budget information, develop
budget priorities and formulate a balanced bud-
get, the same as a president or governor.

Once developed, that budget is presented to the
finance committee, representing the legislative
branch, the town meeting. In effect, the local
finance committee has the same role as the House
Ways and Means Committee in the State
Legislature. Itis the finance committee’s responsi-
bility to receive the budgets from the executive
branch (either as a collective whole or individually
by department), analyze them, have hearings
where the department heads and the public can
testify, and present a balanced budget to town
meeting. That budget should reflect the finance
committee’s decisions based upon their best
judgement of the issues and finances of the town.
The budget before town meeting is the finance
committee’s and it is their job to explain and
defend it. This does not preclude department
heads or the town administrator, if any, from being
called upon to answer questions or explain items
in more detail, but it is the finance committee’s
budget.

If the board of selectmen or town administrator
disagrees with any item, they can submit a substi-
tute motion, as is the right of any participant at
town meeting. At this stage, the board of select-
men have an advantage over a governor in that
they can participate in the town meeting process.
However, they have the disadvantage of not being
able to veto what town meeting passes.

The statutory backing for this analysis is Chapter
39, Section 16, of the Massachusetts General Laws.
It states:

“Every town......shall....by by-law provide
for the election or the appointment and
duties of appropriation, advisory or finance
committees, who shall consider any or all
municipal questions for the purpose of
making reports or recommendations to the
town...”.

“Town” means town meeting. Section 16, quoted
above, is contained within the “Town meeting”
section of Chapter 39 between two sections on the
town moderator. Most finance committees are
appointed by the town moderator, an official of
the legislative body, town meeting.

Section 16 goes on to read:

“In every town having a committee
appointed under authority of this section,
such committee, or the selectmen if autho-
rized by a by-law of the town, and, in any
town not having such a committee, the
selectmen, shall submit a budget at the
annual town meeting”

In other words, unless no finance committee
exists, or a by-law of the town specifically autho-
rizes the selectmen to submit the budget, the bud-
get shall be submitted by the finance committee.

The Department of Revenue, Division of Local
Services, reinforces this with an “In Our Opinion”
93-310 issued on April 27, 1993 titled



“Role of Finance Committees and Boards
of Selectmen in Budget Preparation and
Submission to Town Meetings

A board of selectmen in a town with an
elected or appointed finance committee
has no statutory role in the preparation
and submission of the annual budget,
unless it is expressly given a role by by-
law. If not, the finance committee is
responsible for preparing , submitting and
distributing the budget under G.L. Ch. 39
S16 and Ch. 41 S59 and S60.”

This does not mean the finance committee should
have an adversarial relationship with the board of
selectmen or town administrator. In fact, the
finance committee should develop a good work-
ing relationship with both. By being open to sug-
gestions and other opinions and working out com-
promises on key issues, the finance committee can
be more effective in presenting its recommenda-
tions to town meeting. When compromises can-
not be made, the issues should be narrowed to
provide town meeting with a clear choice.

Obviously, the content of the town by-laws is a
critical element in the role of the finance commit-
tee. They often spell out the details of the budget
process and the role and powers of the finance
committee. Committee members should read
their by-laws very carefully and be vigilant of
attempts to bypass their critical function of provid-
ing independent and carefully considered advice
to the town meeting.

It is also imperative to review your community’s
Home Rule Charter, if applicable, since a charter
can also alter the provisions of Chapter 39 Section
16 of M.G.L. as it relates to the respective authority
of town officials during the budget process.

Without finance committee independent review,
the town meeting would be at a severe handicap
in voting on financial matters when all of the rec-
ommendations are coming from one source.
Separation of powers was designed by our found-
ing fathers for a reason—Defend It.

Respectfully,
Allan Tosti,
Chair, Arlington Finance Committee
Past President, ATFC
Editor, Finance Committee Handbook
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TOWNS AND TOWN
GOVERNMENT

Introduction

Towns in Massachusetts originated from the earli-
est settlements in our country. The Pilgrims came
to Massachusetts Bay in the early seventeenth cen-
tury, and the meetings and decisions of the men in
these settlements developed over time into the for-
mal legislative body known later as town meeting.
As issues became somewhat more complex and
the settlers became preoccupied with other life
sustaining pursuits, a few Freemen were “select-
ed” to make necessary decisions between town
meetings (these individuals later became known as
selectmen). Other town positions and responsibili-
ties also evolved from the very character of colo-
nial settlement life. In addition to selectmen, the
positions of constable, pound keeper and fence
viewer were prominent in the early Massachusetts
town governments.

Over 200 towns were officially settled prior to the
adoption of the Massachusetts Constitution of
1780. Curiously, no mention was specifically made
of towns in the constitution. However, in 1785, the
Massachusetts General Court formally confirmed
the boundary lines of every town in the
Commonwealth. The legislature also determined
that these towns should continue to be corporate
bodies, retaining all powers they had exercised
until that time, and subject to all duties for which
they had previously been liable. It was not until
1821 that towns became populated enough to
merit the consideration of a separate form of gov-
ernment. In that year, Boston became a city.
Today, almost 300 of the 351 municipalities remain
incorporated as towns, retaining the basic institu-
tions of selectmen and town meeting that were
created over three centuries ago.

Organization and Authority of Towns

Massachusetts’ local governments exist at the dis-
cretion of Massachusetts state government. The
legislature has the authority to incorporate or dis-

solve cities and towns as corporate entities and to
merge or consolidate them. In the United States,
political subdivisions of states have never been
considered sovereign entities, but rather as subor-
dinate instrumentalities created by the states.
These municipalities (and counties) assist the
states in carrying out their governmental func-
tions. The Home Rule Amendment passed by the
Massachusetts General Court in 1966 recognized
the long standing tradition of independent towns,
formally granting municipalities the right of self-
government in local affairs. Article 9 of the Articles
of Amendment of the State Constitution and the
Home Rule Procedures Act (Chapter 43B M.G.L)
granted cities and towns the authority to adopt,
amend or repeal local charter, ordinances or
bylaws and to exercise any power or function
which the General Court has power to confer
upon them so long as that authority is not incon-
sistent with the constitution or laws enacted by the
Massachusetts Legislature.

While most towns possess a board of selectmen
and a town meeting, the differences in the organi-
zational structure of towns varies widely. A patch-
work of state laws exist that enable towns to create
various official positions and bodies to carry out
governmental functions. In recent years, the need
for towns to function in a highly complex setting
under intense fiscal constraints has resulted in a
reduction in the role of part-time elected or
appointed bodies. Full-time professional adminis-
trators and department managers are now widely
used in Massachusetts local government.

Despite the variations in organizational structure
throughout town government, there are three
essential organizational forms:

e decentralized, with limited authority delegat-
ed by the board of selectmen to professional
staff or in some cases an executive secretary;

* moderately centralized, with legal authority dele-
gated by the board of selectmen to a town
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administrator or executive secretary; and

* highly centralized, with legal authority vested
in a town manager or town administrator.

Operation of Present Day Towns

Today, the operation of municipal government is
not unlike a large enterprise providing services to
its clients. A town must deal with labor issues,
technological advances in computers and commu-
nications, investments and financial controls, as
well as maintenance and replacement of its capital
assets. Towns must also accomplish all of this
under the scrutiny of the public.

Residents may be compared to a business’ stock-
holders. In many towns, resident participation is
actively sought. The open meeting and freedom of
information laws, combined with an aggressive
local print media, cable television public access
and internet blogs and open discussion lists make
the workings of local government widely accessi-
ble. In addition, most operation of local govern-
ment is regulated in some way by the federal
and/or state government. As a result, municipal
government tends to be “public” in every sense of
the word.

In all towns, a town meeting convenes each spring
to appropriate funds and consider all local bylaws.
As local government has become more complex,
larger towns have adopted a representative form
of town meeting, with members elected by
precinct or districts. No matter what form of local
government a municipality utilizes, its citizens are
an essential part of the organization, serving as the
town’s legislative body or on various advisory or
regulatory boards (some “towns” are essentially
cities operating with a mayor or manager and
council).

Public education has always dominated the priori-
ties and resources of Massachusetts” towns. All
towns also regulate uses of land, construction of
buildings, preparation and sale of food, and park-
ing and traffic on their roadways. Other basic pro-
grams and services include roads, trash collection,
water and sewer, police and fire protection, emer-

gency medical services, libraries and cemeteries.
Many towns also provide comprehensive recre-
ational and social services.

The Structure of Town Government

It is unlikely that any two Massachusetts town gov-
ernments have identical organizational structures.
This is because towns evolve unique values, needs
and expectations regarding local government and
its services. Further, state law allows towns to tailor
the components of their organization to their own
particular needs. It is also worth noting that the
variety of structural options available to municipali-
ties was greatly expanded in 1966, when
Massachusetts adopted the Home Rule
Amendment to the state constitution, granting new
powers of self-determination to cities and towns.

In all three organizational models sketched above,
complete legislative authority rests with town meet-
ing. Regardless of the degree to which a town cen-
tralizes or decentralizes its structure, there will con-
tinue to be a number of independently elected offi-
cials, boards, and commissions. Chapter 41, Section
1B and Chapter 39 Section 14 M.G.L. requires that
selectmen, the school committee and the moderator
be elected directly. The selectmen typically retain
the authority for certain appointments, such as
board of appeals, historic district commissions,
commissioners of trust funds as well as various ad
hoc committees. Even in the most highly central-
ized municipal governments, there is a tendency to
directly elect other boards and commissions, e.g.
planning boards, housing authorities.

Ultimately each town has the discretion to create
an organization that reflects its history, traditions,
values and needs. Regardless of the regulative
model chosen, it is important to realize that gov-
ernmental management — both today and in the
future — requires the presence of some form of
professional management.

Town Charters

Since the adoption of the Home Rule Amendment
to the Massachusetts Constitution, towns have
exercised their right to self-government in formu-

1-2



lating their administrative structure. This has
allowed towns to adopt their own formal charter,
which is a local government’s constitution, or an
informal charter, otherwise known as a legal base.
Each structural package governs how a given
town operates.

A charter may set forth a municipality’s type of
legislative body, determine which officials are
elected and appointe, alter the distribution of pow-
ers and responsibilities among local offices, and
establish procedures for the operation of town
government. Town charters that provide for a dif-
ferent allocation of duties and responsibilities are
deemed consistent with “the provisions of any law
relating to the structure of city and town govern-
ment.” See Chapter 43B Section 20 M.G.L. A legal
base provides the same outline of a town’s govern-
ment, but does so through a compilation of admin-
istrative bylaws, special acts and accepted state
statutes.

Legislative Authority

The legislative authority of a town rests with town
meeting. Several towns have adopted charters cre-
ating town councils as their legislative bodies.
Most towns in Massachusetts have open town
meetings, which allow all registered voters in the
community to take part in the law-making process.
Other communities have representative town
meetings, in which voters elect town meeting
members by district or precinct to represent them.
Although the right to vote at representative town
meeting is reserved for elected members, citizens
retain the right to address an elected town meeting
member upon recognition of the moderator. It
should be noted that only towns having a popula-
tion of greater than 6,000 can adopt a representa-
tive town meeting (Chapter 43A M.G.L and Article
II Contsitution).

Regardless of the type of legislative body, all
towns possess some authority to institute bylaws
and to raise and appropriate funds. State statute
requires a town to hold at least one annual town
meeting each year. The annual town meeting must
be held in February, March, April or May unless

otherwise stated by a special act or the town’s
charter. All municipalities must hold an annual
town meeting prior to June 30 (Chapter 39
M.G.L.).

In addition to their annual town meeting, towns
may hold special town meetings as needed.
Special town meetings may be called at any time
either by the board of selectmen on their own, or
upon receipt of a petition signed by 200 voters or
one tenth of the registered voters, whichever is
less. The meeting must be called within 45 days of
the selectmen’s receipt of a valid petition.

Both annual and special town meetings are called
by a warrant. The warrant is usually issued by the
board of selectmen and states the time, place and
business (articles) for the meeting. Annual town
meetings warrants must be issued seven days
prior to the meeting. Warrants for special town
meetings must be issued 14 days prior to the meet-
ing. Articles for annual town meeting can be
placed on a warrant by the board of selectmen or
by a petition signed by at least 10 registered voters
of the community. Special town meeting articles
can be placed on the warrant by the board of
selectmen or by a petition signed by at least 10
percent of the town'’s registered voters or 100 regis-
tered voters, whichever is less. It is left to each
town to determine how the public is notified.
Some towns post the warrant in several public
places, others publish it in the local newspaper.
Discussion is beginning as to posting on a town’s
Web site. Each warrant article is voted upon sepa-
rately by members of the legislative body. Town
meeting can take action only upon subject matter
contained within an article.

The moderator presides over town meetings. The
moderator is either elected for a term of one or
three years, or is elected by town meeting as its
first order of business.

The legislative body of a town has the following
major functions:

¢ raise and appropriate funds;
¢ enact bylaws; and

® accept state statutes.
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Although action is not limited to these three items,
most votes by a town’s legislative body affects
these areas.

Bylaws are a town’s version of laws. They can be
adopted only by a vote of the municipal legislative
body. Once a bylaw is adopted, it can be repealed
or revised in the same manner. The town clerk
must submit all adopted bylaws to the Attorney
General's office for review within 30 days of a
bylaw’s passage. If the attorney general does not
“act” on a bylaw within 90 days, it automatically
becomes law.

Typically, there are three types of bylaws:

* administrative bylaws, which regulate the
government, organization and procedure of
town business, and the conduct of citizens;

e zoning bylaws, which regulate the use of
land; and

e personnel bylaws, which regulate administra-
tion and conduct of town employees,
including pay and job classification.

In addition to bylaws, the operation and adminis-
tration of a town can be affected by federal and
state statutes, regulations and court cases. State
statutes either impact all towns or are local option
laws. Local option laws impact a town only when
the municipal legislative body votes to accept
them. Such acceptance may be rescinded by the
legislative body after a set time period. Certain
decisions or opinions by the courts at both state
and federal levels of the government can also
impact how towns govern .

Elected and Appointed Officials:

A town'’s charter or legal base identifies which offi-
cials are elected or appointed. The different types
of town officials and the boards, committees, and
commissions functioning in town government are
numerous. At a minimum, unless a charter or spe-
cial act exists, every town must have a board of
selectmen, school committee, town clerk and trea-
surer. The board of selectmen and school commit-
tee must be elected. The town clerk and the trea-
surer may be either elected or appointed.

Board of Selectmen

The board of selectmen is made up of at least three
members, or in some towns, five members. They
are elected for three-year terms. The board of
selectmen are the principal officers of a town , hav-
ing general supervision over all matters not dele-
gated by law or vote to some other official or
board. With the exception of a few municipalities,
no funds can be expended or paid out by the trea-
surer unless approved by a warrant signed by a
majority of the board of selectmen. Nor may any
money be borrowed by the treasurer unless the
selectmen approve the action. The selectmen are
also required to sign all bonds and notes for bor-
rowing funds, and are given authority as the town
licensing board by the state.

If approved by the voters at a town election, the posi-
tion of selectman can be combined with one or more
of the following positions: board of assessors, board
of health, municipal light commission, park commis-
sioner, water and light commissioner, water and
sewer boards. The same law that allows this consoli-
dation also authorizes the selectmen to appoint
cemetery commissioners, assessors, a superintendent
of streets, chiefs of police and fire departments, a tree
warden or any combination of such officers (Chapter
41 M.G.L.).

School Committee

The elected school committee is responsible for the
administration and budget of the town’ s educa-
tion system. This includes the appointment of a
superintendent of schools who in turn appoints
other employees of the school system. With the
passage of the Education Reform Act in 1993, the
role of the school committee has largely become
one of policy-making, with greater authority given
over to the superintendent (Chapter 71 M.G.L.).

Town Clerk

The town clerk is recorder of official town busi-
ness. S/he is responsible for the conduct of elec-
tions and is the executive member of the town’s
registrar of voters, being responsible for the prepa-
ration publication and circulation of the town’s

1-4



voter list. Town clerks also issue and collect fees
for licenses such as marriage licenses, sporting
licenses, hunting, fishing and trapping licenses,
and dog licenses (Chapter 41 M.G.L.).

Treasurer

The town treasurer is responsible for the manage-
ment of town funds. Treasurers receive and dis-
burse cash, invest available cash, issue and man-
age debt obligations and manage bank relations.
They may also administer group insurance, pay-
roll, and pension and retirement systems.

Other Functions

In addition to the above-mentioned governmental
services, every town must provide for the adminis-
tration of the following: (Chapter 41 M.G.L.)

e Assessment of taxes: This is generally the
responsibility of the board of assessors.

* Collection of taxes: The tax collector position is
sometimes combined with that of treasurer. In
either case, the position may be appointed or
elected.

e Accounting of financial records: The town
accountant serves as comptroller of the bud-
get. All municipal expenditures are paid
through the town accountant’s office and
placed on a warrant for the board of select-
men to sign. An independent outside auditor
is responsible for auditing the “books” of the
municipality .

o Health activities: These are conducted under
the jurisdiction of the board of health.

® Road maintenance: Upkeep of town roads gen-
erally falls under the supervision of the
department of public works. In towns where
there is no department of public works, the
highway department would usually be
responsible for road maintenance.

e Care of public shade trees: This is the responsi-
bility of the tree warden.

* Preservation of peace and public safety: Public
safety is the responsibility of the police and

fire departments, as well as departments such
as building inspections and civil defense.

Other important town departments or officers
include:

® Planning board: All towns with a population
of greater than 10,000 must establish a plan-
ning board. The planning board administers
the subdivision control law and zoning
bylaw. The size of the board is generally
between five and nine elected members.

® Board of appeals: The board of appeals consid-
ers variances and special permits within a
town’s administrative and zoning bylaws.
Zoning bylaws must provide for a zoning
board of appeals unless otherwise specified in
a charter.

* Zoning administrator or zoning enforcement offi -
cer: This is an appointed position and the
designee is responsible for ensuring that
building and land use within a town com-
plies with the zoning bylaws.

o Conservation commission: The conservation
commission promotes and develops a town’s
natural resources, protects the town’ s water-
shed and administers the Wetlands Protection
Act. A town may establish a conservation
commission with three to seven members.

* Finance committee: Towns with a property val-
uation of $1 million or more must create
(either by charter or bylaw) a finance commit-
tee. In some towns it is known as the adviso-
ry, warrant or appropriation committee. Most
committees are appointed by the moderator,
although in some towns the selectmen are the
appointing authority. In some cases, however,
finance committee members may be elected.

The finance committee’s prime responsibility is to
make recommendations on all financial matters,
including the budget, to town meeting. The com-
mittee has oversight responsibility for all munici-
pal financial matters, as well as other statutory
authority granted to them by town bylaws (See
Chapter 3).
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MUNICIPAL BUDGETING

Introduction

A budget is a plan expressed in monetary terms
covering a specific period of time. Regardless of
the level of government, a governmental budget
consists of three elements:

* an estimate of revenue, indicating amounts by
source;

* q statement of expenses, by organizational
unit, program, and/or expense item; and

* a specified time period, usually a fiscal year.

In local government, municipalities have various
revenue-raising powers, some granted by state
statute, others established by local bylaw or by
vote of town meeting, the selectmen or the school
committee. Towns raise revenues to support pro-
grams and services.

Town expenses reflect the cost of programs and
services that are provided directly by a municipali-
ty’s departments or in concert with other govern-
mental units (e.g. regional schools). Municipal
budgets may present these expenses in a variety of
ways, offering greater or lesser detail about
expenses related to departments, programs and
expected activities or outcomes.

In Massachusetts, the governmental fiscal year
begins on July 1 and ends twelve months later on
June 30. The fiscal year for the federal government,
however, begins on October 1 and ends on the fol-
lowing September 30. (References to a particular
fiscal year reflect the year of the month in which
the fiscal year ends. FY 2009 indicates the fiscal
year that will end on June 30, 2009, for
Massachusetts governmental units, or the federal
fiscal year that will end on September 30, 2009.)

Citizens are now demanding larger roles in the
resource allocation process and greater financial
accountability from public officials. Developing
budgets that achieve those goals will improve the
budgeting process in our communities.

2-1

Purposes of the Budget

The language of budgets is dollars and cents, but a
town’s budget should communicate more than the
relationship of revenues and expenses for a given
fiscal year. The Government Finance Officers
Association (GFOA) conducts the only national
awards program in governmental budgeting. In
presenting its Distinguished Budget Presentation
Award, the GFOA recognizes government entities
whose budgets serve four essential purposes. The
guidelines require that the budget document be a:

e policy document, identifying the organiza-
tion’s challenges, programs, and
financial goals and policies;

* financial plan, presenting the town’s current
financial condition, comparing all revenues
and expenditures for the prior year, current
year, and coming year, stating economic
assumptions and projecting the town’s finan-
cial condition at the end of the budget period;

operations guide, describing municipal ser-
vices and operations, such as police and fire
protection, education, maintainance of
streets, parks, water and sewer systems and
identifying measures of activity, effective-
ness and efficiency for individual programs
or departments; and a

communications device, articulating a commu-
nity’s challenges and priorities for the com-
ing year and summarizing for taxpayers
and other interested individuals and organi-
zations how the town’s programs, services,
and finances will meet those challenges and
accomplish those goals.

Revenues

While demands for services generally outstrip
available resources, forecasting anticipated rev-
enues for the coming year establishes the frame-
work for preparing a town budget. The array of



services provided by Massachusetts communities
varies ; however, towns primarily raise revenues
from the following sources:

® property taxes;
e state aid;
¢ local receipts; and

¢ other available funds.

Property Taxes

Taxing the value of real estate (land and structures)
and personal property (equipment owned by com-
mercial entities) accounts for approximately 50 per-
cent of all local revenue. The amount of property tax
revenue a town can raise is governed by a law
known as Proposition 2 1/2 (Chapter 59 s 21C
M.G.L.). In general, Proposition 2 1/2 limits the
amount of property taxes raised in any year to 2 1/2
percent of a community’s assessed valuation and
limits the total increase in property taxes levied from
one year to the next to 2 1/2 percent (See Chapter 6).

This legislation suggests a simple formula for estimat-
ing property tax receipts for the coming year, however,
the law also allows for raising additional taxes based
on growth in the tax base resulting from new con-
struction and improvements to existing properties.

State Aid

State aid accounts for anywhere from 10 to 75 per-
cent of local revenue, and projecting state aid is
often an imprecise process. Each year the
Department of Revenue issues a document to
every city, town and regional school district
known as the Cherry Sheet - called that from the
paper it was originally printed on (See Chapter 4
and Exhibit L). This two-page document lists the
various categories and amounts of state aid pro-
vided, as well as offsets and charges from the state,
county, and special district assessments that the
town owes to other levels of government. Thus,
the Cherry Sheet reflects state aid for the coming
year minus the deductions for these intergovern-
mental charges. (While these assessments are
charges to the town, they are not voted on as an
appropriation by town meeting.)

The state budget is generally not enacted until the
late spring or early summer for the fiscal year that
begins July 1. Yet in order for the budget process to
proceed in an orderly fashion, reasonable revenue
estimates must be made six-to-eight months earlier.
Lacking firm estimates of state aid for the coming
year, the current year’s Cherry Sheet and estimates of
payments from the Massachusetts School Building
Authority are useful beginning points for estimating
these revenues.

Information from the governor’s proposed budget,
projected growth in lottery receipts or any changes
proposed in other grant programs may be evaluat-
ed to refine preliminary estimates. In some years
the legislature also provides early information
about the likely distribution of education aid and
other major state aid accounts.

There are a number of state aid accounts that can
change significantly from year to year. Some of
these (such as the ending of a school building
assistance payment schedule) should be evident to
local officials; others will be substantially more dif-
ficult to anticipate.

Local Receipts

Each town determines the extent to which pro-
grams and services will be supported by fees and
charges. Also, towns may levy and collect taxes
and fees within the provisions of state statutes.
Such local receipts collected by the community
include, but are not limited to, the following:

® motor vehicle excise;

* water and sewer charges;
¢ penalties and interest;

e charges for services;

¢ departmental revenue;

¢ licenses and permits;

¢ fines and forfeits;

¢ investment income; and
¢ hotel / motel tax.

Outside of hotel /motel and motor vehicle excise
taxes, it is user fees, licenses and permits that con-
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stitute most local receipts. While a user fee cannot
be a way of instituting a “hidden tax”, state law
allows towns to establish user fees to recover all of
the direct and indirect costs of providing a service.
(See Chapter 9.) Local receipts often account for as
much as 20 percent of a town’s estimated revenues.

Other Available Funds

This category includes a variety of funds that are
available for appropriation to balance the budget.
The following is not an exhaustive list, but briefly
describes the major categories of other funds avail-
able to most towns.

Free Cash

Free cash is also referred to as an unappropriated
fund balance, and is a factor in every budget cycle.
The Department of Revenue certifies amounts of
“free cash” resulting from closing the financial
books as of June 30, the end of the fiscal year.
Generally, the calculation incorporates:

* surplus revenue: revenue collections in excess
of estimated revenues;

* budget turn backs: unexpended appropriations;

e prior year’s free cash: the fund balance from
last June 30 that had not been appropriated
for the current year’s budget; and

* outanding property taxes: taxes collected from
prior years.

A town’s free cash, or “budgetary fund balance,” is
the amount of funds that are unrestricted and
available for appropriation. While towns may
appropriate free cash to balance the budget for the
coming fiscal year, an ample free cash balance pro-
vides towns with financial flexibility. Town meet-
ing may appropriate from free cash during a given
fiscal year to meet unexpected expenses or to fund
a needed capital project. Depleting free cash, par-
ticularly to balance annual budgets, may suggest
that a community will face tighter financial times
without such funds to supplement annual rev-
enues. This drawdown on reserves might also
have a negative impact on the town'’s credit rating.

Stabilization Fund

Some communities maintain a more formal “rainy

day” fund called the stabilization fund. Analogous
to a bank account, town meeting can appropriate
or “make deposits” into this fund for use at some
future time. A stabilization fund can be used for
any legitimate municipal purpose. A two-thirds
majority is necessary to appropriate into and from
this fund. Legislation passed on July 31, 2003
(Chapter 40 s5B M.G.L.) allows the creation of
multiple stabilization funds for specified purposes
(See Department of Revenue IGR No.04-201).

In addition, pursuant to Chapter 59 Section 21C(g)
M.G.L. a municipality may approve an override to
fund in a recurring basis for the purpose of fund-
ing a stabilizaion fund.

Miscellaneous Revenue and Other Funds

These include federal and state grants, gifts, funds
from the sale of assets, insurance proceeds in
excess of $20,000, transfers from other town
accounts (such as a parking meter fund) and other
reserve accounts permitted by state law.

Expenditures

Most municipal budgets focus on how a town’s
limited resources will be allocated to meet service
demands — how the community proposes to
spend its money. Preparing (or at least reviewing)
spending plans, analyzing their consequences, and
presenting recommendations to town meeting is
the essence of the finance committee’s charge.

Budgets present operating and capital expenditures
at various levels of detail for the different town activ-
ities. The budget will contain departmental budget
requests, non departmental budget requests from
commissions, boards and committees, and off-bud-
get items. The latter may not require town meeting
approval but nonetheless represent charges, assess-
ments or other financial commitments of the town.

Departmental Expenses

A typical budget for an operating department
might reflect these expenditure categories:

* personal services;
e purchased services;

¢ supplies;
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* other expenses; and
¢ capital outlay.

Each category may be further described as expense
objects, or line-items, and the budget document may
provide additional supporting information, such as:

Wage and Salary Requests

Each department may present a schedule of posi-
tion titles, numbers of full-time equivalent posi-
tions budgeted, and salary and wage schedules to
support personal services budget requests for the
coming fiscal year. If union contracts are not yet
settled, an amount for a collective bargaining
increase is generally not included. However, funds
for this purpose should be set aside. State law
requires a specific vote by town meeting to fund a
non-school collective bargaining settlement
(Chapter 150E M.G.L.).

Because employee compensation often accounts
for over 80 percent of a town’s operating expenses,
the budget should provide ample financial infor-
mation supporting wage and salary requests.

Other Operating Expenses

These expense requests should also describe in
greater detail the broad categories of purchased ser-
vices (utilities, maintenance, professional services ),
supplies (office supplies, vehicle supplies), other
expenses (travel, training ) and capital outlay (desks,
chairs, office equipment).

Budget guidelines should define which capital
outlays are appropriate for operating budgets and
which should be in capital budgets.

Non Departmental Budgets

Most towns separate budgetary items that are not
the responsibility of any one department. These
expenses include items such as employee benefits,
including Medicare, retirement contributions and
health insurance premiums. Other non-departmen-
tal items are: debt service; liability insurance; and
requests such as reserve fund appropriations.

In general, the level of detail supporting these
requests should reflect the magnitude of the
request and its relationship to elements of the

operating budget. As the cost of employee benefits
has grown relative to wages, some towns allocate
such costs to the appropriate operating depart-
ments or programs. If the budget request fails to
relate benefit costs to department or program
costs, an analysis is necessary to demonstrate the
full cost of the department or program.

Off-Budget Items

The finance committee must consider some items
as part of the budget, even though town meeting
does not appropriate funds for such obligations.
For example, a balanced budget must include
Cherry Sheet assessments, court judgements, over-
lay reserves (reserves for future property tax abate-
ments), and deficits required to be reaised in the
next year’s tax rate. (Chapter 59 s 23 M.G.L.)

Revolving Funds

A revolving fund receives its income from selling
goods and services to users or participants in a pro-
gram, and expends monies to cover the costs of such
goods or the expenses of providing the particular
program or service. The intent is for such activities
to break even financially, and the revolving fund is a
mechanism that allows for fluctuations in levels of
activity. Revolving funds exist under specific statuto-
ry authority and operate without appropriation by
town meeting. M.G.L. Ch. 53 E 1/2 allows a wide
variety of revolving funds. (See Chapter 3)

Revolving funds are commonly used for park and
recreation programs; school athletic programs; com-
munity, adult education, and continuing education
programs; and school lunch programs. A revolving
fund must be authorized annually by town meeting.

Capital Expenditures

Each community should develop a separate five-
year capital plan that indicates specific capital
requests for the coming fiscal years. This section of
the budget presents the purchases proposed to
replace or augment the town'’s fleet of vehicles and
equipment; expenditures to replace, upgrade, or
expand the town’s infrastructure — roads, streets,
sewers, and buildings; and major investments in
any of the town’s fixed assets. This section of the
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budget should identify the funding sources for the
capital plan and for the coming year’s requests.
Chapter 11 of this handbook presents a comprehen-
sive discussion of capital planning and budgeting.

The Budget Process

An effective budget process begins with a clear
understanding of who will be responsible for the
essential budget activities:

¢ issuing budget guidelines;
* preparing budget requests;

e assembling requests into a comprehensive
budget for review; and

¢ reviewing, analyzing, and recommending a
budget to town meeting.

Statutory responsibilities, town bylaws, and the
town’s organizational structure dictate, or at least
influence, who is responsible for each of these activ-
ities. In general, the executive branch of town gov-
ernment should be responsible for the first three
budget development activities. The finance commit-
tee should focus on the last of these four activities.

Municipalities with town managers or similar pro-
fessional positions generally give responsibility for
budget development to the individual(s) holding
said position. In towns without a coordinating
professional manager, the budget-making respon-
sibility should still belong exclusively to the execu-
tive branch of the government — the selectmen.
The school superintendent and school committee,
the executive branch of government for local
school systems, retain responsibility for develop-
ing the local public school system budget. In some
communities, the bylaws state that the selectmen
are responsible for presenting a comprehensive,
balanced budget to town meeting.

The divisions of labor and responsibility are fur-
ther complicated when certain municipal officials
are elected, or when operating departments report
to separately elected boards and commissions. In
such situations, the finance committee may receive
several budgets and must consolidate and balance
the budget itself. Unless required by town charter
or bylaws, however, it is not advisable for the

finance committee to take on the budget-making
role directly. Such a role usurps some of the pow-
ers and responsibilities of elected officials and their
appointees, and compromises the committee’s pri-
mary statutory role as objective advisor to town
meeting. In addition, this process can be a daunt-
ing task for a volunteer committee, particularly
without the help of a professional in the town’s
administration, such as the town accountant.

Practical Steps in The Budget Process

The practical steps in this budget-making process
mirror the development and publication of the fol-
lowing specific materials:

* budget calendar, setting forth responsibilities and
due dates, providing for adequate review periods,
and allowing for advance notice to the public
regarding hearings prior to the town meeting;

* preliminary projections of revenue estimates and
non-operating expenses that the town must provide
for (Cherry Sheet and overlay assessments). Early
presentation of these projections allows all interest-
ed parties (selectmen, school committee, general
public) an opportunity to review and question;

* budget guidelines establishing overall parameters
for consolidated town and school budgets and a
framework for budget development for depart-
ment heads and other officials;

® budget instructions describing how to use the
standardized forms and procedures for the prepa-
ration of the budget requests;

* budget presentation format indicating the form
and content of the budget document. Will it com-
pare prior years’ actual expenditures and the cur-
rent year’s budget? What supplemental data will
be included? What special challenges or issues will
the document address?

* comprehensive budget document incorporating
operating and capital budgets from all town bod-
ies, as well as non-departmental and other budget
requests;
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® schedule for review and public hearings allowing
for public comment, questions, and justification of
budget requests;

e recommendations by the finance committee to
town meeting.

Calendar of Budget and Financial Events

The work of the finance committee can be year-
round, although most committee activities take

place from December to May. In a typical munici-

pality, budget guidelines, worksheets and instruc-

tions are distributed to departments in the fall.
Over the winter months, these requests are
reviewed by the town administrator and select-
men, by the superintendent and the school com-
mittee, and by finance committee members. At
some point in late winter, early or even late
spring, these reviews culminate in the finance
committee recommendations to town meeting.

In some communities, at certain stages during the
review, a town administrator or manager may
present a consolidated budget recommendation
for consideration by the board of selectmen and

When Event Who
Aug-Oct. Certify Free Cash (used in coming fiscal year town accountant,
revenue projections.) Department of Revenue
October Begin budget process for coming year. selectmen, departmentheads,
Establish next fiscal year budget guidelines. finance committee, school
Develop and distribute budget guidelines and committee.
forms.
October Set tax rate for communities with semi-annual billing.  assessors, selectmen
Oct. - Now. Review departmental budgets. town administrator,
November Submit budget requests. department heads, school
department, selectmen, town
administrator
November Set tax rate set for communities with quarterly assessors, selectmen
billing. (New growth in tax levy calculated.)
November Begin capital planning process. selectmen, department heads,
finance comm., CIP committee,
December Prepare initial revenue/ expenditures projections selectmen, accountant, finance
for coming year. committee
January Release “House 17; first indication of state aid for Governor
coming fiscal year.
February Begin preparation of budget recommendations. finance committee
Meet with department heads.
March If Legislature passes a Local Aid Resolution, state legislature
Cherry Sheets will be issued. Department of Revenue
March Prepare final revenue/expenditure projection for selectmen, finance committee
coming fiscal year in preparation for town meeting.
March Prepare town meeting warrant recommendations.  finance committee
April-May Town meetings take place.
June Make any reserve fund transfers necessary, to com- finance committee

plete fiscal year

Transfer funds within and between dept. budgets

selectmen, finance committee
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finance committee.

The following schedule summarizes the major
financial events occurring during the fiscal year
and notes the roles of various local and state offi-
cials. Town meeting dates influence the timing of
some of the scheduled activities.

Any general schedule such as the one above will
not reflect the unique and special circumstances of
the Commonwealth’s diverse local communities.
The schedule for budget preparation depends
upon a number of factors — the town’s organiza
tional structure, budget preparation bylaws, staff
support and town meeting dates.

Budget Participants

The calendar of events reveals a surprisingly long
list of participants who affect and influence the
process of developing, reviewing and approving
budgets. With the caveat that individual towns
may depart from the norm, a brief description fol-
lows of the roles and responsibilities of these play-
ers in the budget process.

Board of Selectmen

The selectmen are the town’s executive board with
overall responsibility for the general operations of
town government. Because of their broad role,
they should participate in the budget process, pro-
vide leadership in the development of the capital
improvement plan, and provide oversight and
monitoring of the financial performance. In most
towns, the board prepares the annual municipal
budget. Professional staff appointed by the board
generally oversee the town’s day-to-day opera-
tions and town finances. In particular, these
appointees may include a town administrator or
town manager and/or a finance director.

Finance Committee

The finance committee is a town’s official fiscal
watchdog. Its primary responsibility is to advise
and make recommendations to town meeting on
the budget and other areas of finance, although in
many towns they prepare and submit the budget as
well as comment on it. The state statutory authority
of the finance committee does not vary from com-

munity to community, but the role and process
does.

Town Accountant

The town accountant is responsible for maintain-
ing the town’s financial records, including the
statement of revenues and expenditures, balance
sheet, and any other records required by law or
regulation. No bill can be paid without the
approval of the town accountant. The authority of
the town accountant is strictly governed by state
law. The town accountant will generally play a key
role in working with the town’s independent audi-
tor.

Treasurer/Tax Collector

The authority of town treasurers and tax collectors
is strictly governed by state law. Most communities
have combined the position of treasurer and tax col-
lector, although there is no requirement to do so. As
the town’s cash manager, the treasurer is responsi-
ble for the deposit, investment, and disbursement of
town funds. While only the treasurer can sign
checks to pay the town’s bills, treasurers cannot
release any funds without the approval of the town
accountant. The treasurer is also responsible for
debt management as well as banking relations.

The tax collector is responsible for collecting prop-
erty taxes and motor vehicle excise taxes,

water /sewer charges and a variety of other munic-
ipal receipts.

Assessors

The board of assessors is responsible for the valua-
tion of real and personal property for the purpose
of levying the property tax. The assessors are also
responsible for submitting the tax rate recapitula-
tion (recap) Sheet to the Department of Revenue,
although the preparation of this document is gen-
erally a team effort by the town'’s finance officials.
The tax recap Sheet is the legal document used to
set a community’s tax rate. The assessors also have
the authority to grant abatements and exemptions
to taxpayers, subject to the authority provided by
state law.

Finance Director
In recent years a trend has emerged to consolidate
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town financial functions in the role finance direc-
tor (M.G.L. Ch. 43c s 11). The enabling statute
allows for wide local discretion in defining this
role. Therefore, functions and responsibilities vary
greatly between and among communities. Many
positions include responsibility for assessors, town
accountants, treasurers and collectors.

Department Heads

As budgets have evolved from financial docu-
ments to statements of programs, services and
expected outcomes, the role of the department
head has become more central to the budget
process. In contrast to the practice of simply
crunching numbers, department heads in most
communities now develop budget requests that
describe the service impacts of proposed spending
levels. Town meeting expects department heads to
justify their requests by linking departmental
spending to program benefits.

Town Meeting

Town meeting is the legislative body and appro-
priating authority of a town. As such, it enacts
bylaws (i.e., local laws), approves the operating
and capital budgets, authorizes the town to bor-
row funds and may ratify major policies concern-
ing the financial management of the municipality.

Budget Formats

There is a common misconception that the
Commonwealth prescribes a mandatory budget for-
mat for towns. There is no such requirement; there-
fore, no two town budget documents are alike. The
Division of Local Services of the Department of
Revenue, however, has determined that towns may
rely for guidance upon M.G.L. Ch. 44 s 32, which
sets forth the budget format for cities.

Even professional governmental management and
finance associations, such as the GFOA, direct
their guidelines to what should be presented
rather than how to present it. The most practical
approach to determining the format of various
budget documents is to focus on the product of the
budget development process - the comprehensive
balanced budget and the finance committee’s

report to town meeting. Recognize that these doc-
uments must serve multiple purposes:

® They must communicate the proposed financial
plan to town meeting and to the broader
community. Ideally, the budget document
would meet the criteria for budget presenta-
tion set forth by the GFOA.

® They must be the basis for town meeting’s
appropriation of funds for the various depart-
ments, programs, capital expenditures and
other nondepartmental expenses.

® They must establish the framework for the finan -
cial controls necessary to administer the bud-
get during the fiscal year, assuring that
expenses will not exceed appropriations and
permitting appointed and elected officials to
monitor results versus the financial plan.

In addition, the format for budget presentation
and town meeting appropriations establish the
parameters for expense control and management
flexibility.

Line-Item Budgets

A line-item budget presentation for each depart-
ment will likely focus all attention on expenditures
and none on the results of expenditures.
Monitoring expenses and appropriations at the
line-item level will require extensive and time-con-
suming vigilance to limit spending to each specific
appropriation. Since every budget is a set of initial
estimates and because circumstances change dur-
ing the year, reserve fund transfers and supple-
mental appropriations may be necessary to
respond to mid-course corrections.

Categorical Budgets

Abudget that groups line-items in departments
into categories, such as personal services and other
expenses, offers greater flexibility but imposes
somewhat rigid controls. Such specific town meet-
ing appropriations within each department pre-
vent the department head, town administrator, or
selectmen from managing for results. The manager
has no discretion to determine the most effective
and efficient ways to achieve desired results and
deliver services within the total amount of depart-
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mental resources.

Single Appropriation Budgets

A budget format that presents a single appropria-
tion amount for each department or program sim-
plifies the process of monitoring and making
adjustments during the year. Management can
focus on delivering services rather than on
accounting details. However, in some instances
this format may grant more flexibility and authori-
ty than town meeting wishes to convey.

Group or Departmental Appropriation Budgets

Abudget presented and voted as appropriations
for groups of departments, for broad programs or
even for the entire town government gives broad
spending discretion to the selectmen and /or man-
agement team. Town meeting must have confi-
dence in the ability and commitment of these
administrators to provide the level and quality of
services promised by the budget. Group budgets
should only be contemplated where the account-
ing system is capable of providing reports to mon-
itor expenditure detail.

Maximum control is achieved by appropriating
funds for “objects of expenditure,” or line-items.
Spending cannot exceed the amount appropriated
for the specific item. Managers gain flexibility when
appropriations encompass multiple line-items or
even multiple departments and programs. Such a
system permits over spending line items and even
departmental budgets as long as total expenditures
do not exceed the amount appropriated.

This discussion of the tension between appropria-
tion control and managerial flexibility applies only
to municipal budget elements. In accordance with
state law, the appropriation for the local education
budget is presented to town meeting as a single
amount. Town meeting has no authority to divide
elements of the school department’s budget, make
line-item amendments or direct expenditures to
specific purposes within the budget.

Town meeting must appropriate one amount for
the local public schools and appropriate the assess-
ment proposed for regional school districts. An
appropriation for any amount less than what the

regional school proposes constitutes a rejection of
the regional school budget.

The Budget Building Block

Regardless of the level of detail chosen for town
meeting appropriation votes or for the finance
committee’s report, all budgeting begins with the
line-item, the building block for budget analysis
and understanding. Before decisions can be made
about allocating resources or aggregating data for
presentation, budget preparers and reviewers
must achieve a detailed understanding of where
revenues come from and what the town spends
money for. Revenue and expense line-items pro-
vide these details.

Mastering the details is essential for some players
in the budget process, but presenting line-items
may in some cases impede the understanding of
others. A glossary of terms might explain in detail,
for example, the line-items captured as “personal
services” in departmental operating budgets. An
accompanying organization chart might enumer-
ate the numbers and types of positions. Local
receipts may account for $4 million in estimated
revenues, but the finance committee may wish to
present the specific forecasts of each revenue line-
item.

As mentioned earlier, there is no state law that
guides the level of detail for budget preparation or
town meeting appropriation, except for the
requirement to appropriate a single amount for the
local education budget. Each town must determine
what level of detail is practical for its own circum-
stances.

Legal Requirements

To meet the minimum legal requirements for
approving a budget, town meeting must vote
appropriations for salaries and wages and for
expenses of each town department. In addition,
town meeting must vote each year to approve the
salaries for elected officials.

In some instances town bylaws may prescribe spe-
cific aggregations of line-items for appropriation
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purposes. More typically, there is no such stipula-
tion, and a town may adopt any degree of itemiza-
tion within its budget to balance expenditure con-
trol and management flexibility. Regardless of the
details of each appropriation, town meeting must
approve any transfers of funds between separate
appropriations (Chapter 44 s 33B M.G.L. ) for all
departments, except the town’s school appropria-
tion. This statute does allow for transfers by the
Board of Selectmen, with the approval of the
Finance Committee, during the last two months of
the fiscal year, or during the first 15 days of the
new fiscal year to apply to the previous fiscal year,
to allow management flexibility.

It does not allow for transfers from local or region-
al school appropriations. The amount transferred

is limited to 3 percent of the deparment budget or

$5,000, whichever is greater.

If town meeting appropriates a sum for a reserve
fund, then the finance committee may transfer
funds from this reserve to specific departments
within statutory limitations.

Budget Preparation and Presentation
Documents

Given the importance of budgets as communication
devices, the finance committee must collaborate
with other participants in the budget process to
gather, organize, and present budget information.
This section offers specific suggestions for three sets
of documents essential to budget activities:

® The budget preparation package, the docu-
ments that request and gather budget infor-
mation;

® The budget document, the comprehensive
budget presented to the finance committee;
and

* The finance committee report, the committee’s
analysis and recommendations to town
meeting.

The Budget Preparation Package

As the calendar of budget events suggests, one of
the first steps in the budget preparation process is

developing and issuing budget guidelines and the
forms for documenting budget requests. Preparing
and issuing this package involves the key budget
players -- the selectmen, town administrator and
finance director, as well as any other appointed
and elected officials; the school committee and
superintendent; and the finance committee.

Again, it is desirable to have agreed on the formats
for the budget document and for the finance com-
mittee report before this package is issued. Ideally,
one set of guidelines would establish the frame-
work for budget development. Practically, the
selectmen and the school committee issue separate
budget preparation packages and present budgets
in different formats.

The following list suggests elements of a typical
budget preparation package:

e]etter of transmittal;

ebudget calendar;

eseconomic and other assumptions;

* budget guidelines;

* budget request forms and instructions;
eoperating budget;

e capital budget;

einterfund transfers and other special items;
eglossaries and appendices;

ewage and salary schedules;

echart of accounts;

erevenue and expenditure codes or line items;
and

efive-year capital plan.

While requests for capital budget items may be
included in this package, many towns have devel-
oped specific processes to develop capital plans
and annual capital budget requests. Some towns
have separate capital expenditure committees to
guide this planning and/or to review capital plans
and requests. These parallel activities allow for
appropriate development and consideration of the
service and financial impacts of investments in the
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town’s fixed assets. A separate preparation pack-
age and timetable may be effective, and capital
budget proposals may then be incorporated into
the comprehensive budget document.

The Budget Document

The budget document format should promote an
understanding of the proposed budget and of how
the budget was prepared. The following outline
might serve as a table of contents for the compre-
hensive presentation of the town’s budget:

o letter of transmittal;

¢ table of contents;

e overview letter;

e community issues and challenges;
¢ financial goals and policies;

e goals and objectives of the budget;
* town organization chart;

* budgetary guidelines:

* budget process;

* budget calendar;

* budget format;

¢ budget summary;

* operating capital;

¢ financial summaries;

¢ revenues and expenditures;

e property taxes, levy limits, and Proposition
21/2;

¢ state and federal grants;
¢ outstanding and proposed debt;

e free cash, reserve fund, stabilization fund,
and other reserves;

* statistical and graphical presentations;
e departmental /boards/committee detail;
e organizational narratives and charts;

¢ goals and objectives;

e program description(s) and performance
objectives;

* capital items;

e personnel chart and historical comparisons;
e glossaries;

e five-year capital plan;

e chart of accounts/expenditure codes;

* wage and salary schedules;

¢ relevant town bylaws;

¢ town meeting warrant.

The budget document is the vehicle that clearly
shows the finance committee, town meeting, and
the community at large the municipality’s financial
plan for the upcoming year, and how revenues
and expenditures will allow for departments to
complete this plan.

The Finance Committee Report

The finance committee should promote the imple-
mentation of a budget process that results in a
clear and meaningful budget document. The annu-
al budget is the opportunity to present to the vot-
ers with a clear picture of town government: what
it is, where it is, and where it is heading.

The finance committee report is the extremely criti-
cal end-product of the budget development
process. This document should inform town meet-
ing of the proposed budget and its recommenda-
tions on all financial articles. Further, the report
often establishes the appropriation framework for
the upcoming year.

Whether or not the finance committee prepares the
town’s budget, the committee is responsible for
submitting recommendations on the budget and
other financial warrant articles to town meeting.
The finance committee report provides analyses,
explanations, and justifications for its recommen-
dations. Although the level of detail varies from
town to town, more informative reports include
financial and statistical data, often trace historical
trends and specific appropriations. However, there

2-11



is no need to duplicate information already pre-
sented in a comprehensive budget document.

The town’s financial condition, the issues posed by
the budget, local bylaws, customs and traditions,
and the interests and skills of committee members
will all shape the finance committee report. Often,
town staff assists the finance committee in prepar-
ing the report, and in larger towns the finance
committee may have its own staff.

Setting the Property Tax Rate

Towns derive the majority of their revenue from
real estate and personal property. Although town
meeting adopts a budget before July 1, the start of
the fiscal year, the tax rate is not set until the fol-
lowing October or November. Because of the
importance of property tax to town budgets,
finance committees should understand and moni-
tor the process of setting the tax rate, which may
either validate or change revenue estimates
(assumptions used to balance the adopted budget).
These revenue estimates, whether confirmed or
revised, then become the basis for preliminary rev-
enue forecasts for the following budget year.

Free Cash

A town'’s free cash, or budgetary fund balance, is
the amount of funds that are unrestricted and avail-
able for appropriation. Free cash provides towns
with a certain flexibility, as it is the major source of
funding for supplemental appropriations after the
establishment of an annual budget through the tax
rate approval process. Towns often appropriate all
or a portion of their free cash to support operations
during the year. Free cash is generated by actual
revenue collections in excess of estimates and actual
expenditures and encumbarances less than budget-
ed amounts. Depletion of free cash can indicate
tighter financial times. It is recommended that each
town develop a policy on the amount and use of
free cash to avoid wide swings in the levels avail-
able from year to year.

Cash Management

At the outset it must be noted that the town trea-
surer is primarily responsible for the cash manage-
ment program for the town. Cash management
involves cash flow analysis, investment planning
and investments and tax collections. (See Chapter
8)

The Tax Recapitulation Sheet

The vehicle for setting the tax rate is a tax recapitu-
lation sheet (recap sheet) that the board of asses-
sors submits annually to the Department of
Revenue (DOR) as proof that the town has a bal-
anced budget within the limits of Proposition 2
1/2. DOR must then approve the annual tax levy
growth, the recap sheet, and set the tax rate before
a town can issue final tax bills. The recap sheet
reflects the total revenues a town must raise
through taxation and other sources used to fund
local appropriations such as the assessors’ overlay
and state and Cherry Sheet assessments. (See
Appendix L and M for sample copies.)

Calculating the Taxes to be Raised

The tax recap sheet guides the calculation of the
total tax to be raised by listing the anticipated
expenditures and charges and subtracting estimat-
ed revenues. The difference is the amount that the
town must raise in real estate and personal proper-
ty taxes. The tax levy is the total amount to be
raised less total estimated receipts and other rev-
enue sources. (See Appendix M for sample copy)

Total Amount To Be Raised

The tax recap sheet first requires entering the
amounts for appropriations, anticipated charges
and other expenditures and items, including the
following: (See Appendix M-2)

® all voted appropriations;

* offsets and charges from the state and other
intities as identified on the Cherry Sheet;

e certain deficits (if any) including “snow and
ice” expenses;

* the overlay, an allowance for property tax
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abatements and exemptions determined by
the board of assessors and documented by a
worksheet showing a five-year history of
such abatements;

® other required items not included in the
appropriation process, such as court judg-
ments, tax title/foreclosure costs, etc.

Estimated Revenues and Other Receipts

Other than the tax levy, all anticipated revenues
are enumerated on the tax recap sheet and sup-
porting schedules, including the following items:

® Cherry Sheet receipts (state aid, including
“offsets”)

* local receipts itemized on Schedule A (and A-
1, A-2, A-3 if applicable)

* free cash and other available funds appropri-
ated by town meeting; and

® other sources voted specifically to reduce the
tax rate.

There are many reasons why the revenue esti-
mates made prior to the spring town meeting
change before setting the final property tax levy.
For example, budget estimates for major local rev-
enue sources are generally made in the fall based
on the prior year’s actual data and the partial
results of the current fiscal year. By the next fall,
data from the year ended June 30 is available and
might justify modification of the budget year esti-
mate.

Similarly, the estimate of new tax levy growth
might have been based on historical data and par-
tial current year data. By the fall, the board of
assessors should have complete information. In
advance of the tax classification hearing, the asses-
sors prepare the state LA-13 form which calculates
the allowable new tax levy growth to the penny.

Finance committees should understand and moni-
tor this final step in the process for the preceding
budget cycle and use the information it generates
to develop preliminary revenues estimates for the
coming budget year.

Summary

A local government’s budgeting process should
provide a forum for the community to understand,
evaluate, discuss, and determine the financial plan
for the coming year. The budget document and the
finance committee’s report are the media that
should guide and influence these resource alloca-
tion deliberations and decisions. Properly pre-
pared and presented, these comprehensive docu-
ments will meet the tests of excellence in budget-
ing as espoused by the GFOA, the national state
and local government standard setters.

Financial pressures on local governments will con-
tinue. Opposition to tax increases limits revenue
growth. Demographic changes create demands for
more and improved services. Escalating service
delivery costs require trade-offs in the level and
quality of town services. Recognition that these
challenges will not diminish creates a need for
improvements and innovations in financial plan-
ning and control of available resources. Towns
need to continue to improve the budget process.

Some communities have turned to performance
budgeting as one element of a performance-based
management system that closely ties budgets to
results and to the strategic plan. Such a system
shifts the focus from a traditional line-item budget
to measurable departmental service and efficiency
measures.

Strategic planning, program goals and objectives,
benchmarking, and “customer opinion/satisfac-
tion” surveys are all mechanisms to focus on com-
munity needs and wants and to measure the effec-
tiveness and efficiency of service delivery. Long-
range financial planning, including revenue and
expenditure projections, multi-year capital plan-
ning and community-wide demographic forecasts
enable a town to make better annual budget deci-
sions.

Municipal budgeting links these many manage-
ment and analytical techniques. The budget
process must do more than simply allocate finan-
cial resources to competing programs and services,
it should articulate goals, objectives and measur-
able indicators of service delivery. When the bud-

2-13



get process does so, the budget document will
describe not only how much money the town
spends on every department and program, but
what results citizens should expect from these
departments.

This chapter was prepared by Harvey Beth, Anthony Logalbo, John
J. Ryan, Anthony Torissi and Carl Valente and was updated by
Allan Tosti.
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THE FINANCE COMMITTEE:
STRUCTURE AND FUNCTIONS

Introduction

In 1870, a group of Quincy citizens banded togeth-
er to restore financial order in their municipality,
creating the Commonwealth'’s first finance com-
mittee. In 1910, the Massachusetts courts ruled that
a municipal finance committee was legal (Sinclair
v. Fall River, 198 Mass 248). In that same year, the
Massachusetts General Court also acknowledged
the need for municipal finance committees state-
wide, requiring all but the smallest municipalities
to establish such committees to assist in dealing
with emerging municipal challenges (St 1910, Ch.
130, s 2). Several additional legislative assists (i.e.,
St 1923, Ch. 388 and St 1929, Ch. 270), reinforced
the mandated or permitted existence of municipal
finance committees.

Basic Legislation

The present basic legislation, Chapter 39 s16
M.G.L. reads as follows:

“Every town whose valuation for the pur-
pose of apportioning the state tax exceeds
one million dollars shall, and any other
town may, by bylaw provide for the election
or the appointment and duties of appropri-
ation, advisory or finance committees, who
shall consider any or all municipal ques-
tions for the purpose of making reports or
recommendations to the town; and such
bylaws may provide that committees so
appointed or elected may continue in office
for terms not exceeding three years from the
date of appointment or election.

In every town having a committee appoint-
ed under authority of this section, such
committee, or the selectmen if authorized
by bylaw of the town, and, in any town not
having such a committee, the selectmen,
shall submit a budget at the annual town
meeting.”

Almost every town across the state interprets this
statute differently and has established its local
finance committee to meet the community’s spcific
needs. In some towns, for example, the finance
committee may prepare as well as comment on the
budget. It is generally agreed that finance commit-
tees may consider any matter they feel will have a
fiscal impact on the town, as well as any other
matters the committee feels are relevant. It may
reasonably be argued that little comes before town
meeting that does not have a potential fiscal
impact on the town.

Survey Results

The Association of Town Finance Committees
(ATFC) has conducted surveys which revealed
several interesting pieces of information. First,
there is wide variation in the number of members
on finance committees. The most common number
is nine (34 of the 110 respondents), followed by
seven and five-member boards respectively. Of the
towns responding to the survey, 89 finance com-
mittees are appointed and only 21 are elected.
Seventy of the appointed committees are appoint-
ed by the town moderator, nine by the board of
selectmen and 10 by a combination of the select-
men, town moderator and the finance committee
chair or members.

The balance of the responding finance committees
serve three-year terms. One town’s committee has
two-year terms and one has one-year terms. Three
towns reported graduated terms, from five to one-
year, or from three to one-year. One town has
finance committee members who serve indefinite
terms.

There is also a great deal of variation in the fre-
quency of meetings among the survey’s respon-
dents. Most municipalities answering the ques-
tionnaire hold meetings one, two, or even three
times a week during budget season, and slow to
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once every two weeks, once a month, or only as
needed during the rest of the year.

Only five towns compensate some or all of their
finance committee members. The amount of com-
pensation ranges from $25 a year for a member, to
$650 a year for a chairman. Forty of the reporting
finance committees reimburse their members for
expenses, usually limiting reimbursements to
meals, the ATFC Annual Meeting or mileage.

Thirty-six of the responding finance committees
have subcommittees. Some towns have as many as
30 subcommittees, and many municipalities note
that they have subcommittees for every depart-
ment in the town.

Staff support is received by 41 finance committees.
Often, this support is supplied on an as-needed
basis by the secretary to the board of selectmen or
other full-time staff paid by departments other
than the finance committee.

Forty-two of the towns participating in the survey
have capital planning committees. The number of
members on these committees ranges from three to
12. In several towns, the capital planning commit-
tee is not currently operational, or the municipality
is in the process of reorganizing or starting such a
committee.

Role of the finance committee

There are several general statutory constraints that
all finance committees share. Members of finance
committees are considered municipal employees
(M.G.L. Ch. 8 s 186) for purposes of the Conflict of
Interest Law (See Appendix D), and must adhere
to all state statutory requirements placed on
municipal employees. The standards of conduct
for municipal employees, both on and off the job,
are detailed in the Conflict of Interest Law (Ch.
268AM.G.L).

Open Meeting Law

Democracy at all levels is to be open to its people.
In this regard, the finance committee must be cog-
nizant of and follow the requirements of the Open
Meeting Law, M.G.L. Ch. 39 s 23a-23c. (See

Appendix C) All materials collected or presented
during deliberations and / or meeting(s) of the
finance committee are a matter of public record
(M.G.L. Ch. 66). Such public records are to be
maintained and made available to the public
unless specifically exempted. (see Appendix B)

Americans With Disabilities Act

With the passage of the Americans With
Disabilities Act in 1990, all constituent units of
state and local government, including finance
committees, must ensure that any forums or meet-
ings they participate in or sponsor are accessible to
people with disabilities. (see Appendix A)

Taking/Leaving Office

Once elected or appointed, a finance committee
member must be officially sworn in by the town
clerk or the town moderator. When a member
wishes to resign, his or her letter of resignation
must be sent to the town clerk. A letter of resigna-
tion is effective upon filing with the town clerk
and may not hereafter be rescinded. If a member
resigns prior to completing his or her term of
office, a replacement is made by the appointing
authority, or in some towns may be chosen by the
finance committee itself.

Use of Public Resources in Elections

In addition to following the conditions found in
the various laws mentioned above, finance com-
mittee members (like all municipal employees)
may not use any public resources to influence the
outcome of an election. Finance committee mem-
bers may express their opinions at public forums
or meetings (Chapter 55 M.G.L. ; the Mass.
Supreme Judicial Court reaffirmed this in
Anderson v. City of Boston, 376 Mass. 178).

Bias and Conflicts of Interest

Committee members should not allow personal
friendships, enmities, biases, preconceptions or
partisan affiliations to interfere with the fair and
impartial performance of their official duties. State



conflict of interest laws forbid a finance committee
member from,among other things, using the posi-
tion for personal profit. Committee members also
have an obligation to avoid not only actual con-
flicts of interest, but even the appearance of bias or
favoritism when acting in their official capacity.

As active participants in town affairs, finance com-
mittee members come to the table with their own
opinions, experiences and ideas. But members
must nonetheless listen carefully and thoughtfully
to all matters that come before them. It is difficult
to keep personal biases and preconceptions out of
official deliberations, but it is a goal to be actively
pursued. Doing so can help the committee make
better decisions overall, and can also maintain or
boost public confidence in the committee’s integri-
ty (see Appendix D).

Budget Preparation and Submission

The prime function of the finance committee is
reviewing departmental budgets and submitting a
balanced budget to town meeting. All municipal
officers authorized to spend money must annually
provide the finance committee with estimates of
how much funding will be needed “for the proper
maintenance of the departments under their juris-
diction.” These estimates are submitted to the town
accountant, or if there is none, to the finance com-
mittee or possibly the selectman (Chapter 42 5.59
M.G.L.). These estimates are used in the prepara-
tion of a town’s annual operating and capital bud-
gets.

The Massachusetts Department of Revenue (DOR)
has ruled that finance committees are responsible
for preparing and submitting their municipality’s
annual budget. (Chapter 39 s 16, Ch. 41, s 59 and s
60M.G.L), unless there is a charter or bylaw giving
this authority to the board of selectman or town
manager(DOR’s In Our Opinion, 93-310). The
exact format of an annual town budget is commu-
nity specific. DOR has determined that while the
law regarding annual municipal budget format is
directed to cities, it should also be followed by
towns.

The format found in the law addresses itself to

budgetary basics. Almost all towns and cities in
the Commonwealth go well beyond this in their
annual budget presentation package (see Chapter
2). DOR has also ruled that only a town meeting
— not the finance committee or selectmen — may
determine the exact budget format to be used (see
In Our Opinion, 92-145).

The state also specifies that only town meeting
may transfer appropriated monies. Town meeting
cannot delegate this authority to the finance com-
mittee (Chapter 44 s33B M.G.L.) , see also In Our
Opinion, 92-836). However, in 2006 the state
allowed the Board of Selectmen, with the approval
of the finance committee to transfer sums between
May 1 and July 15. This does not apply to appro-
priations for the local or regional school systems or
light boards. Transfers are limited to 3% of the
department budget or $5,000, whichever is greater.
Transfers are by majority vote. Further, the courts
have ruled generally that even though a town
bylaw calls for the finance committee to hold pub-
lic hearings, these hearings are “incidental” to the
proper function of the committee and are therefore
not mandatory (Young v. Westport , 302 Mass.597,
reaffirmed by Illig v. Plymouth, 337 Mass. 239).

On the other hand, while finance committees may
request information from a town department, they
may not seek information from a quasi-govern-
mental entity because such entities are not subject
to town bylaws (Clinton Housing Authority v.
Fincom of Clinton, 329 Mass. 495). Under the
home rule amendment to the state constitution,
however, towns and cities do have the power to
subpoena witnesses and compensate them at the
going rate (Article 89, s 6; also Ch. 233, s 8 and s
10). This was tested and affirmed in the courts
(Bloom v. Worcester, 363 Mass. 136).

Reserve Funds

The law (Chapter 40 Section 6 M.G.L. ) allows
towns to appropriate money — either at the annu-
al or special town meeting — into a reserve fund
“to provide for extraordinary or unforeseen expen-
ditures.” DOR has expressed its opinion that
reserve fund transfers are appropriate:



* to provide for urgent or unforeseen expenditures
that could not have been anticipated before
town meeting; and/or;

* to allow immediate expenditures of funds in the
event of an emergency (threat to public safety or
health) when the delay of having to call a spe-
cial town meeting could be potentially harmful.

In either case, the finance committee must approve
all proposed transfers from a reserve fund. It is
also understood that a reserve fund should not be
to reverse a vote of town meeting or as a “back-
door” means of increasing the budget. Finance
committees should adopt their own reserve fund
guidelines to supplement the state statute, and
should help other town officials gain a better
understanding of appropriate uses of a reserve
fund.

It is also important that finance committees have a
balanced approach in evaluating reserve fund
transfers. For example, if budget reductions were
made in a community despite legitimate warnings
that there might be trouble meeting all fiscal oblig-
ations, the finance committee may expect to see an
increase in reserve fund requests. It is the commit-
tee’s responsibility to keep the town’s best interests
in mind when deciding which reserve fund trans-
fer requests, if any, to approve.

Emergency Winter Related Expenditures

When appropriations for snow and ice removal
are exhausted, finance committees — in concert
with their selectmen or town managers — must
vote to incur “liability and make expenditure in
excess of appropriations” (Chapter 44 s 31D
M.G.L. ). Expenses in excess of the appropriation
must be raised in the tax levy for the next fiscal
year. However, in order for this option to be avail-
able, towns must have appropriated at least the
same amount for snow and ice removal as in the
prior fiscal year.

Revolving Funds

Towns are permitted to raise revenue from select-
ed services or programs and use those funds to

support said services or programs. This type of
appropriation is referred to as a “revolving fund.”
Once monies are raised and designated for a
revolving fund, the selectmen and the finance
committee must approve any increase in the
amount that may be spent during the fiscal year
(M.G.L. Ch. 44 s 53E1/2; also see Chapter 2).
Revolving funds must be reauthorized by town
meeting each fiscal year; if not, remaining balances
may be transferred to another departmental
revolving fund or to the general fund.

Stabilization Funds

A stabilization fund is a special reserve account.
This fund may be appropriated in any fiscal year,
and, with the exception of limits regarding the
amount of money to be appropriated into the said
fund may be appropriated for any municipal pur-
pose (Chapter 40 s 5B M.G.L.). The monies appro-
priated to a stabilization fund cannot be ear-
marked, a two-thirds vote at town meeting is
required to appropriate monies to and from such
a fundunless town meeting establishes a special
purpose stabilization fund. Furthermore, a munici-
pality may dedicate on a recurring basis a specific
amount to the stabilization fund each year funded
by a Proposition 2 1/2 override. See Chapter 59,
Section 21C (g) M.G.L. (See DOR IGR No.04-201)

Enterprise Funds

An enterprise fund may be established to segre-
gate monies generated from user fees to pay for
the delivery of a specific town program (M.G.L.
Ch. 44 s 53F 1/2; also see Chapter 9). The state law
establishing enterprise funds is a local option
statute, and as such must be accepted by town
meeting. Enterprise funds have specific reporting
requirements and change the role of the finance
committee in overseeing the financial operation of
this service.

Gifts and Grants

Gifts and grants given to a town may be expended
directly, i.e. without appropriation (Chapter 44 s 53
and 53A M.G.L. ). In most cases, gifts or grants



may be earmarked for a specific governmental
unit or project. Many grants require a local share;
some gifts have a challenge component that
requires the raising of a certain amount of money
from other sources before a gift will be presented.
In either situation, the finance committee should
know about all gifts and grants in their municipal-
ity.

It is recommended that all municipal departments
be required to provide the selectmen and finance
committee with an inventory of existing gifts and
grants, as well as a list of state and federal grants
being sought. Such departmental lists should
detail explicitly whether there is a local share
requirement, and if so whether it comes from exist-
ing funds or whether new money must be appro-
priated. It is preferable that any local share
requirements come from existing funds. Finance
committees must also be aware of potential bud-
getary changes resulting from gifts or grants. For
example, after receiving external funding, a
department budget request could possibly be
reduced. On the other hand, some grants state that
their funds must be used in addition to budgeted
funds. In addition, the finance committee should
inquire whether other costs such as employee pen-
sions or health insurance will be impacted.

Federal Grants

Despite recent decreases in federal programs there
is still money available. At present, there are three
general categories of federal grants: categorical,
formula and block.

Categorical grants are awarded on a regional basis
for a single purpose within a specified time frame.
Massachusetts is in Region I, with federal regional
offices located in Boston. The competetion in
Region I is with other New England states.
Categorical grants are the oldest and largest type of
federal grants.

Formula grants, sometimes called “pass-through”
grants, are awarded to states on a prescribed basis.
The state may either distribute the funds to local
governments or choose to provide a specific pro-
gram (or programs) itself.

Block grants are the emerging future of the federal
granting system. Under block grants, old programs,
existing categorical and formula grants and any
new programs are blended together into single
multi-functional grants, which are then distributed
to states following the formulas grant concept.

The single best resource for municipalities seeking
federal domestic grants is “The Catalog of Federal
Domestic Assistance (CFDA).” The CFDA lists all
federal domestic assistance grants along with their
application and award processes. A copyof CFDA
is sent annually to each unit of state and local gov-
ernment. Town clerks or the municipal libraries
generally have CFDA. In addition, there are also
several relational data bases available; one is avail-
able through a library system called DIALOG. The
Department of Housing and Community
Development is a valuable resource for informa-
tion and grant application assistance.

State Grants

The state plays several important roles in the
search for additional funds. The state coordinates
the federal pass-through and block grant processes
and establishes and funds state grant programs.
Massachusetts has a rich history of directly appro-
priating funds for state programs. However, there
is no single catalog available for state grants. To
seek out these funds, officials must refer to the
state budget. Again, DHCD can provide assistance
in identifying potential grants and with the appli-
caiton process.

Philanthropies

Seeking funds from a philanthropy is both easier
and more complex than seeking grants from the
federal or state government. One reason for this is
that no single application exists. However, most
philanthropic applications are simpler to complete
and more flexible than governmental grant appli-
cations. There is a catalog of available philan-
thropies, Massachusetts Grantmakers Directory,
available from the Associated Grantmaker of
Massachusetts (ADM). There are also several rela-
tional data bases available, as well as several foun-
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dation centers throughout the state. Local libraries
should have access to both. The main foundation
center is AGM; it’s Web site is
www.AGMConnect.org.

Corporations

Corporations are an excellent and underutilized
source of funds and products. They will give to
promote their good name in the community and
for income tax benefits. Municipal assessors can be
asked for a list of the community’s 20 largest tax-
payers and fundraisers can concentrate on busi-
nesses from this list.

Capital Planning Committee

One local acceptance statute (M.G.L. Ch. 41 s 106B)
permits towns to establish a capital planning com-
mittee. The duties of capital planning committees
are specific, although membership requirements are
not. These committees must “annually review the
(municipality’s) capital improvement program.” In
many towns, the finance committee also does the
capital planning. This is often not an ideal state of
affairs, especially given the time commitment
required of finance committee members even with-
out considering capital planning matters. One pos-
sible solution is for towns to create ad hoc capital
improvement committees with a seat reserved for a
member of the finance committee. (See Chapter 11)

Budget — Down to Basics

The budget is a finance committee’s major concern
and is likely where the bulk of the committee’s
time will be spent. Depending on whether a given
finance committee is responsible for developing
the town budget from scratch or for reviewing and
making recommendations on a budget developed
by the selectmen, town manager or executive sec-
retary, the finance committee will meet fairly regu-
larly for three to six months before town meeting.
Most of that time will be devoted to budget devel-
opment and review.

Throughout the budget cycle, the committee’s
main goals should be:

* to optimize the value of each dollar spent;

* to address the town’s long range as well as
immediate needs;

¢ to present a balanced budget to town
meeting; and

* to present budget recommendations in a clear
and readable format, with sufficient detail
and explanation so that town meeting mem-
bers can understand the basic goals, policies,
tradeoffs and constraints that shaped it.

Experienced finance committee members learn to
read between the budget’s line items and see the
policy decisions, and indecisions, built into the
numbers. The finance committee should be will-
ing to share that insight with town meeting.

Revenues

Under Proposition 2 1/2, municipalities cannot
raise property taxes in excess of 2.5 percent of the
total full and fair cash value of all real and person-
al property in a given community. Finance com-
mittees can make the most of limited municipal
resources by encouraging thoughtful planning,
improved financial management and increased
productivity through computerization and
improved work rules. Selective overrides and fee
increases can help as well. The rate of revenue
increase also depends upon the local development
climate and state aid to cities and towns.

Expenditures
Education

Education is typically a town'’s largest service,
ranging from 35 percent in urban districts to 70
percent in more rural areas. The Education Reform
Act of 1993 has limited town meeting’s latitude in
setting the school budget. State and federal educa-
tion mandates (e.g., special education) as well as
the “maintenance of effort” requirements of educa-
tion reform, place a floor under school budgets,
while Proposition 2 1/2 sets the ceiling.

Legally, town meeting can only vote a bottom
line budget for the schools, and cannot compel
the school committee to spend this budget allo-
cation on specific programs or line items within
the schools’ budget. As a practical matter, a well
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respected finance committee can sometimes per-
suade town meeting to get the school commit-
tee’s attention on areas of concern. For the most
part, the finance committee should strive to
ensure that schools maintain adequate financial
and cost controls and to encourage the free shar-
ing of budget information between the town and
school department, as well as between the school
department and town meeting.

Personnel Costs

A majority of any municipal budget (perhaps 75 to
80 percent) is spent on salaries, benefits and pen-
sion costs. However, finance committees have no
direct responsibility or control over collective bar-
gaining and personnel policies. In some towns, the
finance committee chair may play a role in plan-
ning collective bargaining goals and strategies, but
finance committees do not play a direct role in per-
sonnel matters.

Nevertheless, finance committees must under-
stand the financial implication of their town’s per-
sonnel policies and practices. In addition, finance
committees should urge the selectmen and person-
nel board in their town to follow two basic princi-
ples when engaging in the collective bargaining
process. First, town negotiators should calculate,
consider and justify the full, long-term costs of col-
lective bargaining items like vacation time, sick
leave, step raises and other employee benefits
before agreeing to them. Second, they must be pre-
pared to layout the short-and long-term budget
impacts of collective bargaining agreements to
town meeting before town meeting is asked to rati-
fy the new contracts.

Capital Budgets

Regardless who has primary responsibility for
developing and updating capital budgets, a
finance committee’s budget recommendations
always need to balance capital spending with
operating budgets.

Capital budgets represent more than an edifice
complex. They embody a wide range of social,
political, financial and environmental concerns. To

protect a town’s capital assets and to promote their
optimum utilization, municipalities must give cap-
ital needs their due in allocating scarce town dol-
lars. Good capital planning includes budgeting for
maintenance and repairs as well as replacement.

Building a new public facility without including
sufficient funds in the operating budget for main-
tenance is fiscal folly. Likewise, it is fiscally unwise
to continue pouring ever-increasing maintenance
dollars into old, worn out or obsolete equipment
when purchasing newer, more efficient equipment
would both cut costs and improve service delivery.

Finance committees should encourage their towns

to develop capital equipment inventories and reg-

ular maintenance and replacement schedules, and

discourage town meeting from letting those sched-
ules lapse.

In recommending a capital budget to town meet-
ing, the finance committee should also make sure
that town meeting understands the tradeoffs and
costs implicit in that budget. For example, a bond-
ing vote should be accompanied by a year-by-year
estimate of the repayment schedule. Town meeting
needs to understand that voting a bond issue
today means less money available for other munic-
ipal endeavors until the bond is paid off. Likewise,
some estimate of the cost of not making the capital
investment should also be included to help town
meeting understand why the expenditure is
appropriate and economically justified.

Reserves

Fiscal prudence demands that municipal budgets
contain sufficient reserves to meet unexpected con-
tingencies. The reserves can be built into depart-
ment budgets, set aside in special purpose reserves
or placed into the town’s general reserve fund.
Towns can also let some portion of their certified
free cash remain unappropriated. In practice, a bal-
ance among all these methods works best.

The tradeoff in maintaining reserves is that setting
aside large portions of a municipal budge for
reserves leaves less available to fund direct town
services in the current year. On the other hand,
without adequate reserves, unexpected calamities,
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